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ABSTRACT 
 
The literature suggests that variables such as using a vision, organizational climate, and trust 
between leader and followers may mediate the relationship between leadership and organizational 
performance. Yet, existing research tends to ignore these potentially important variables. This 
paper addresses this gap, discusses the overlooked variables, and suggests directions for future 
research via 14 research propositions.  
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INTRODUCTION 
 
ver recent decades, this question of whether leadership affects organizational performance has received 
considerable attention from both researchers and practitioners. Despite increased research into the 
leadership-performance relationship, methodological problems characterize existing studies, 
particularly a failure to include mediating variables.  
 
This paper aims to highlight gaps in the existing literature and guide future research by identifying 
mediating variables that should be considered when researching the relationship between leadership and 
organizational performance. The paper begins with a discussion of the importance of mediating variables and the 
potential mediating roles of three often-neglected variables affecting the leadership-performance relationship. A set 
of research propositions is generated. The paper then summarizes the gaps shown in the current literature and 
concludes by showing that multiple mediating variables need to be considered in future leadership-performance 
research.   
 
IMPORTANCE OF MEDIATING VARIABLES  
 
Over the past four decades, the impact of leadership styles on organizational performance has been a topic 
of interest among leadership academics and practitioners (Cannella and Rowe, 1995; Giambatista, 2004; Rowe et al., 
2005). Most researchers have concentrated on searching for direct relationships between measures of leadership and 
various indicators of performance. This approach is oversimplified because in other parts of the literature the 
influence of certain variables is recognized as moderating the leadership-performance relationship.  An insufficient 
focus on mediating variables may have led to a failure in previous studies to recognize indirect relationships or 
relationships mediated by intervening variables. Thus, it is important to identify and integrate potential mediating 
variables in future research into the leadership-performance relationship (Bass et al., 2003; Yukl, 1999).  
 
In general, where mediating variables have been included in previous studies of the leadership-performance 
relationship they have focused on a restricted range of individual or dyadic variables such as LMX, personality 
measures and support of leadership. Most studies suggest these variables have important mediating roles in affecting 
the leadership-performance relationship. However, many other variables can potentially affect whether leadership 
O 
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influences organizational outcomes, including the degree of alignment between the prevailing leadership paradigm 
and follower behavior (Jing and Avery, 2008).  
 
Three potentially important mediating variables arise from the literature, including variables that, although 
they can affect the organization more broadly, have been ignored in most studies of the leadership-performance 
relationship. These are vision, organizational climate, and trust between leader and followers. This represents a gap 
that is addressed in this paper by examining the influences of these three mediating variables on the proposed 
leadership-performance relationship. The literature regarding the anticipated roles of these three mediating variables 
in the leadership-performance relationship is reviewed and summarized next.   
 
MEDIATING ROLES OF VISION USE AND SHARING  
 
Many scholars suggest that vision-based leadership has positive effects on organizational performance (e.g. 
Bass, 1990; House and Aditya, 1997; Isenberg, 1987; Maccoby, 1981; Peters, 1987; Slater, 1993). Although there is 
lack of a clear definition of vision-based leadership (Kantabutra and Avery, 2002), two follower variables that affect 
organizational performance are commonly identified in the visionary leadership literature. These are followers‟ use 
of their leader‟s vision in guiding daily operations, and followers‟ emotional commitment to the vision (Kantabutra 
and Avery, 2004). These factors are important because a vision reflects the organization‟s central purpose and 
objectives, and can help followers determine which behavior is appropriate, important, or trivial. Thus, whether and 
how followers use a vision to guide their work could affect both individual and collective performance outcomes. In 
addition, vision inspires people by transcending a focus on the bottom line (Nanus, 1992). When followers are 
emotionally committed, they are willing, even eager, to commit voluntarily and completely to something that 
enables their organization to grow and progress. Thus, whether and how followers are emotionally committed to 
their leader‟s vision could affect both individual and organizational performance. Kantabutra and Avery (2004) 
propose that the stronger the commitment of followers, the better the organizational performance is likely to be.    
 
Previous research suggests that how a vision is communicated will have direct effects on organizational 
performance (Baum, Locke and Kirkpatrick, 1998). According to the research findings of Kantabutra and Avery 
(2002), vision communication is one of the most essential factors in using visions within an organization. Vision 
communication can be measured via employees‟ responses to two items (Baum et al., 1998): (a) “Does your firm 
have a written vision?” and (b) “Has your manager talked about a vision ...?”  
 
Furthermore, Kantabutra and Avery (2005) suggest that leader and follower sharing a vision has direct and 
positive effects on organizational performance as measured by staff and customer satisfaction. Therefore in future 
research, both vision communication and vision sharing should be employed as measures in researching the 
mediating role of vision in affecting the leadership-performance relationship.   
 
Two non-financial measures that have often been adopted as performance indicators when measuring the 
effect of vision on organizational performance are customer satisfaction and employee satisfaction. According to 
Kantabutra and Avery (2004), there are three underlying justifications for using these measures: These indices are 
widely used in organizations; both customer satisfaction and employee satisfaction are more responsive to leaders‟ 
behavior within the short timeframe of most studies than financial measures; and employee satisfaction is closely 
correlated with customer satisfaction. Customer satisfaction can also be viewed as an indicator of other critical 
measures of business performance such as customer loyalty, profit, market share, and growth (Anderson, Fornell and 
Lehman, 1994; Bolton and Drew, 1991).  
 
Moreover, staff emotional commitment to their store manager‟s vision has been found critical to enhanced 
organizational performance as measured by both customer and staff satisfaction (Kantabutra and Avery, 2004).  
 
Overall, the findings of Kantabutra and Avery (2004) suggest that a positive relationship exists between a 
leader‟s vision use and customer and follower satisfaction in the retailing industry. However, their study did not 
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associate the vision with particular leadership paradigms, nor did it focus on the meditating role of vision in the 
leadership-performance relationship. As vision is hypothesized to function as a mediating variable in researching the 
leadership-performance relationship, future studies can build on Kantabutra and Avery (2004) by focusing on vision 
as a key mediating variable.  
 
Previous empirical findings lead to the prediction that when a vision is present and shared in an 
organization, organizational performance will be strengthened (Kantabutra and Avery, 2005). Jing and Avery (2008) 
suggest that the link between leadership and organizational performance is very important and leadership is also 
viewed by some researchers (e.g. Zhu, Chew and Spangler, 2005) as one of the key driving forces for improving a 
firm‟s performance. Under Avery‟s (2004) four leadership paradigms, it is obvious that under the visionary and 
organic leadership paradigms, visions will operate. However, it is also possible that transactional or classical leaders 
have a vision, even though their leadership style does not reflect other criteria of the visionary paradigm (e.g. 
collaborating with followers), and this vision may be sufficient to increase follower‟s and customer‟s satisfaction. 
Therefore, the role of vision should be examined under all paradigms.  
 
In light of the above discussion, the following research propositions are suggested:  
 
1a:  Organizations in which leaders have a vision – irrespective of whether the prevailing leadership paradigm 
is classical, transactional, visionary or organic – display enhanced financial performance compared with 
organizations in which leaders have no vision.  
1b:  Organizations in which leaders have a vision – irrespective of whether the prevailing leadership paradigm 
is classical, transactional, visionary or organic – display enhanced customer satisfaction compared with 
organizations in which leaders have no vision.  
1c:  Organizations in which leaders have a vision – irrespective of whether the prevailing leadership paradigm 
is classical, transactional, visionary or organic – display enhanced staff satisfaction compared with 
organizations in which leaders have no vision.  
 
In the literature, a vision shared between leader and follower has also been widely regarded as a key to high 
performance (e.g. Bass, 1985; House and Aditya, 1997; Howell and Shamir, 2005; Kantabutra and Avery, 2006a, 
2006b; Reardon, 1991; Senge, 1990). Drath (2001) also suggested that effective leadership requires an alignment 
between leader and follower concepts of leadership, which further reinforces the importance of aligning and sharing 
visions held by organizational members operating under the visionary paradigm. Sashkin (1988) and Sims and 
Lorenzi (1992) have also argued that effective visions should be integrated into the visions of others in an 
organization.  
 
Since the literature consistently points out the positive effects of vision sharing between leader and 
followers on organizational performance, vision sharing should be adopted as a mediator in future studies on 
leadership and performance.  
 
Thus, the next set of research propositions is:  
 
1d:  Organizations in which the leader‟s vision is shared by their staff will display enhanced financial 
performance compared with organizations in which leaders have no shared vision with their staff, 
irrespective of leadership paradigm. 
1e:  Organizations in which the leader‟s vision is shared by their staff will display enhanced customer 
satisfaction compared with organizations in which leaders have no shared vision with their staff, 
irrespective of leadership paradigm. 
1f:  Organizations in which the leader‟s vision is shared by their staff will display enhanced staff satisfaction 
compared with organizations in which leaders have no shared vision with their staff, irrespective of 
leadership paradigm.  
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MEDIATING ROLE OF ORGANIZATIONAL CLIMATE  
 
Organizational climate originally referred to a range of environmental influences such as the psychological 
environment, social, organizational and situational influences on behavior (Argyris, 1958; Forehand and Gilmer, 
1964; Guetzkow, Forehand and James, 1962). Many of the early studies tended to emphasize the importance of a 
particular kind of climate such as having the „right type‟ of climate (Argyris, 1958) or the climate for participation 
and control created by managers (McGregor, 1960).  
 
Climate has been described by Schneider, Gunnarson and Niles-Jolly (1994) as „the feeling in the air‟ that 
one gets from walking around a company. According to Avery (2004), leaders can affect followers and 
organizational performance indirectly by actions such as creating an environment in which subordinates can work 
effectively, developing an appropriate culture that helps employees build commitment to the organizational goals, 
and formulating strategy. Consistent with this, Perryer and Jordan (2005) argue that leadership is usually regarded as 
the process of influencing people to achieve organizational objectives. Successful leaders tend to create a climate 
within the work environment where they are able to assist employees to set and achieve individual, team and, 
ultimately, organizational objectives (Perryer and Jordan, 2005).  
 
Koene, Vogelaar and Soeters (2002) also indicated that organizational climate includes leader-member 
communication, that is the provision of information by the manager; organizational efficiency, clarity of tasks; and 
how much the readiness to innovate or find new approaches is encouraged in the unit. Koene et al. (2002) pointed 
out that a supportive organizational climate will positively affect both employee and organizational performance.  
 
According to Clark (2002), organizational climate can be categorized and subdivided into five key themes: 
structure, rewards and recognition, cohesion, warmth and support, and customer care. Clark (2002) found a link 
between climate and performance in employees‟ perceptions of organizational climate relating to customer retention 
rates at a micro-organizational level in a UK bank. 
 
Research suggests that climate perceptions are associated with a variety of important performance measures 
at the individual, group and organizational levels. These include leader behavior (Rentsch, 1990; Rousseau, 1988), 
turnover intentions (Rentsch, 1990; Rousseau, 1988), job satisfaction (James and Jones, 1980; James and Tetrick, 
1986; Mathieu, Hoffman and Farr, 1993), individual job performance (Brown and Leigh, 1996; Pritchard and 
Karasick, 1973), and organizational performance (Lawler, Hall and Oldham, 1974; Patterson, 2005).  
 
Therefore, future research should investigate the role of organizational climate as a key mediating variable 
in the leadership-performance relationship. Doing so involves a challenge due to the lack of a sound theoretical basis 
for many climate measuring instruments. This has resulted in considerable variation in measures of climate 
dimensions employed in different studies (Patterson, 2005). One of the best-known general measures of 
organizational climate is the Organizational Climate Questionnaire (OCQ) by Litwin and Stringer (1968). It 
comprises 50 items that assess nine dimensions of climate. However, Rogers, Miles and Biggs (1980) argued that 
the OCQ lacked validity and was not a consistent measurement device. This poses a measurement problem for 
organizational climate. 
 
Some scholars (e.g. Koene et al., 2002) have suggested that organizational climate can be measured with 
three scales namely: organizational efficiency, general communication, and readiness to innovate as used elsewhere 
(De Cock et al., 1984; Koene et al., 2002; Payne and Mansfield, 1978). Organizational efficiency can indicate 
clarity of tasks, general communication measures the provision of information by the manager, and  readiness to 
innovate indicates the degree to which finding new approaches is encouraged. Two other essential scales to measure 
organizational climate recommended by Clark (2002) are cohesion and warmth. Thus, future studies of the 
leadership-performance relationship could employ the above-mentioned scales for measuring organizational climate.    
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The literature leads to the prediction that organizations with warm and supportive climates will be 
associated with enhanced organizational performance. Linking this to the characteristics of Avery‟s (2004) 
leadership paradigms suggests that warm and supportive leadership climates would be associated with visionary and 
organic leadership paradigms. Although classical and transactional leadership could also harbor a warm and 
supportive climate, it is generally expected that the organizational climate under transactional leadership would be 
lower or less frequently warm and supportive than found under visionary and organic leadership environments. In 
particular, the climate is least likely to be warm and supportive for classical leadership (especially where fear 
operates rather than respect for the leader).  
 
Thus, another set of research propositions emerging from this discussion includes:  
 
2a:  Organizations in which leaders use visionary and organic leadership styles exhibit more warm and 
supportive organizational climates than organizations in which leaders use classical and transactional 
leadership styles.  
2b:  Organizations with warm and supportive organizational climates exhibit enhanced organizational financial 
performance compared with organizations with less warm and supportive organizational climates. 
2c:  Organizations with warm and supportive organizational climates exhibit enhanced customer satisfaction 
compared with organizations with less warm and supportive organizational climates. 
2d:  Organizations with warm and supportive organizational climates exhibit enhanced staff satisfaction 
compared with organizations with less warm and supportive organizational climates.  
 
MEDIATING ROLE OF TRUST BETWEEN LEADER AND FOLLOWERS  
 
The significance of trust in leadership has been recognized by researchers for at least four decades, in both 
books (e.g. Argyris, 1962; Likert, 1967; McGregor, 1967) and empirical articles (e.g. Mellinger, 1959; Read, 1962). 
Trust can be defined in terms of the extent to which one believes in and is willing to depend on another party. Some 
people include the idea of making oneself vulnerable to the other (Mayer, Davis and Schoorman, 1995; McKnight, 
Cummings and Cheryany, 1998).  
 
The evidence for the effect of trust on performance is widespread. Management and employees can more 
effectively achieve organizational goals and improve organizational performance if they trust and cooperate with 
each other (Dirks and Ferrin, 2002). Thus, theoretically, from a managerial perspective, showing respect and trust 
towards employees can be positive to the extent that it generates reciprocal trust. It also generates greater power by 
facilitating less friction in organizational relations (Clegg, 1997).  
 
Dirks and Ferrin‟s (2002) theoretical analysis revealed two different mechanisms by which trust might 
affect behavior and performance. The first, a character-based perspective, focuses on how perceptions of the leader‟s 
character affect a follower‟s vulnerability in a hierarchical relationship. Mayer et al. (1995) provided a model 
proposing that when followers believe their leaders have integrity, capability or benevolence, they will be more 
comfortable engaging in behaviors that put them at risk (e.g. sharing sensitive information). Mayer and Gavin (1999) 
suggested that when employees believe their leader cannot be trusted (e.g. because the leader is perceived not to 
have integrity), they will divert energy toward „covering their backs‟, which detracts from their work performance.  
 
A second approach, the relationship-based perspective, is based on principles of social exchange (Dirks and 
Ferrin, 2002). It deals with employees‟ willingness to reciprocate care and consideration that a leader may express in 
a relationship. That is, individuals who feel that their leader has, or will, demonstrate care and consideration will 
reciprocate this sentiment in the form of desired behaviors. Konovsky and Pugh (1994) drew on this logic to suggest 
that a social exchange relationship encourages individuals to spend more time on required tasks and be willing to go 
above and beyond their job role. Both theoretical perspectives suggest that trust may result in higher organizational 
performance (Dirks and Ferrin, 2002), but they raise performance by distinct, and potentially complementary, 
routes. 
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Given the volume of literature on the nature of trust, there is surprisingly little agreement on the 
operationalization of the concepts. According to Sako (1992, p.37), trust is one‟s confidence in another that „the 
other behaves or responds in a predictable and mutually acceptable manner‟. Sako, drawing on findings from her 
cross-country case research on manufacturer-supplier relationships in the electronics industries in Britain and Japan, 
identified three components of inter-organizational trust essential to improve organizational performance. Each of 
these three concepts is captured in only a single item. They are contractual trust (i.e. one‟s expectations that an 
exchange partner keeps its promises), competence trust (i.e. one‟s confidence in the exchange partner‟s competence, 
or professional standard, in carrying out specific tasks), and goodwill trust (i.e. one‟s confidence in its exchange 
partner‟s open commitment to supporting and continuing a focal exchange relationship).  
 
Many scholars have suggested that trust between management and followers is linked to a number of 
attitudinal outcomes, particularly job satisfaction (Bass, 1990; Dirks and Ferrin, 2002; Hogan, Curphy and Hogan, 
1994; Wang and Clegg, 2002). A high level of trust between management and followers may result in higher 
organizational financial performance and job satisfaction (Casimir, et al., 2006; Clegg, 1989, 1997; Dirks and Ferrin, 
2002; Mayer et al., 1995). Employees‟ participation in decision making is a dynamic process, which is affected by 
the level of trust between management and employees. In other words, true employee involvement, which enhances 
management effectiveness and organizational financial performance, is a result of an interaction of mutual trust 
between management and employees (Wang and Clegg, 2002). Purely power-based leadership based on ownership, 
control or trusteeship of material or intellectual assets may keep employees working but is not a sustainable basis for 
motivating others or for generating emotional, spiritual commitment.  
 
Among theories of leadership, trust has perhaps been most frequently cited in the literature on visionary 
leadership (Dirks and Ferrin, 2002). According to various scholars (e.g. Podsakoff et al., 1990), visionary leaders 
engage in actions that gain the trust of their followers, and this in turn results in desirable outcomes. Pillai, 
Schriesheim and Williams (1999) suggested that visionary leaders may operate by establishing a social exchange 
relationship with followers. For instance, visionary leaders may build trust by demonstrating individualized concern 
and respect for followers (Jung and Avolio, 2000). Thus, organizations operating under visionary leadership will 
show a moderate degree of trust. In contrast, transactional leaders are said to focus more effort on ensuring that 
employees are rewarded fairly (contingent reward) and that followers recognize that they will benefit by fulfilling 
the work contract. Compared with visionary leadership behavior, transactional leaders seem to put less emphasis on 
the relationship and more emphasis on ensuring that they are seen as fair, dependable, and having integrity 
(character-based issues). Organic organizations are predicted to enjoy the highest degree of trust because their 
members are expected to be self-managing and self-leading, and they need to show the highest character or 
relationship-based trust between each other when working together.  
 
The literature suggests that both transactional and visionary leadership should engender trust, which in turn 
may be necessary if follower performance is to be maximized. Transactional leaders who tie staff up with detailed 
legal contracts, generally base trust on employees fulfilling the agreements, as well as on the leader‟s reward and 
coercion power. Followers trust transactional leaders, partly because they believe leaders are concerned about their 
welfare and needs, such as job security and working conditions (Casimir, et al., 2006).  
 
In contrast, visionary leaders do not supervise or control staff nearly as closely, especially in dynamic 
environments, and they may have to rely more on trust that employees are heading in the direction of the vision. 
Visionary leaders build trust by frequently empowering and encouraging followers to make their own decisions 
(Avolio and Bass, 1995). This trust then builds confidence and encourages or inspires followers to exert extra effort 
for the leader and the organization, thus resulting in enhanced performance (Casimir, et al., 2006).  
 
The literature also suggests that strong trust in the leader is likely to be an outcome of visionary leadership 
behavior (Podsakoff et al., 1990), and that it may be a key mediating mechanism in understanding the 
performance-enhancing effect of such leadership (Casimir et al., 2006). According to Podsakoff et al. (1990), 
followers who trust their leaders are likely to both exert extra effort and obtain increased levels of intrinsically-based 
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satisfaction because of the positive emotions associated with trust. In this way, trust can operate as a mediator in the 
leadership-performance relationship.  
 
An examination of the literature reveals support (e.g. Ba and Pavlou, 2002; Miyamoto and Rexha, 2004) 
for several efficient indicators to measure the level of trust as suggested by Sako (1992). Trust between the leader 
and his or her followers is measured by contractual trust, competence trust, and goodwill trust, respectively (Sako, 
1992). Thus, these measurements could be employed in future studies of the mediating role of trust in affecting the 
leadership-performance relationship.   
 
Some researchers (e.g. Bass et al., 2003; Shamir and Howell, 1999; Yukl, 1999) have argued that existing 
research into the leadership-performance relationship is inadequate because it ignores important mediating variables 
that could link leadership style to performance (Bass et al., 2003; Yukl, 1999). For instance, some researchers (e.g. 
Boies and Howell, 2006; Dirks and Ferrin, 2002) demonstrated the importance of trust as mediator in their 
leadership-performance studies. However, they failed to consider and employ other mediating variables when 
researching the leadership-performance relationship, such as organizational climate. House and Aditya (1997) also 
complained that the leadership research that they reviewed excluded several functions that leaders perform, as well 
as organizational and environmental variables crucial to effective leadership.  
 
Under Avery‟s (2004) leadership paradigms, different kinds and degrees of trust are likely to be associated 
with different leadership paradigms. For example, low trust can be used for classical and transactional leadership, 
moderate for visionary leadership, and high for organic leadership because of the interdependency of the members.  
 
The research propositions emerging from this section are: 
 
3a:  Organizations in which leaders use visionary and organic leadership styles exhibit higher levels of trust 
between leaders and staff compared with organizations in which leaders use classical and transactional 
leadership styles.  
3b:  Organizations with high levels of trust between leaders and staff exhibit enhanced organizational financial 
performance compared with organizations with lower levels of trust between leaders and staff.  
3c:  Organizations with high levels of trust between leader and staff exhibit enhanced customer satisfaction 
compared with organizations with low levels of trust between leader and staff. 
3d:  Organizations with high levels of trust between leaders and staff exhibit enhanced staff satisfaction 
compared with organizations with low levels of trust between leaders and staff. 
 
In sum, relatively few studies of the link between leadership and performance investigate the role of 
different mediating variables, let alone the effects of multiple variables taken together. The literature suggests that 
some variables may be crucial to mediating the leadership-performance relationship that are normally ignored by 
researchers (Boies and Howell, 2006; Judge et al., 2002; Judge, Heller and Mount, 2002; Judge and Ilies, 2002; 
Judge and Piccolo, 2004; Keller, 2006; Lim and Ployhart, 2004). The above sections attempt to rectify shortcomings 
in existing research by recognizing the intervening effects of three mediating variables (i.e. vision, organizational 
climate, and trust between leader and followers) and the need to include multiple variables when researching the 
leadership-performance relationship. Fourteen research propositions for future research have emerged.  
 
CONCLUSION AND GAPS IN THE LITERATURE 
 
Despite the leadership efficacy claimed in the literature, the overall status of research into the 
leadership-performance relationship is inconclusive. Many scholars have critically examined the effectiveness of 
leadership paradigms and behaviors (Analoui, 1999; Avery, 2004; Drath, 2001; House and Aditya, 1997; Kakabadse 
and Kakabadse, 1999; Shamir et al. 1993; Shamir and Howell, 1999; Yukl, 1999). They conclude that existing 
research on the leadership-performance relationship is full of difficulties and has many unsolved problems. This 
paper highlights problems and gaps regarding three mediating variables likely to affect the leadership-performance 
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relationship.  
 
One problem is that despite suggestions in the literature that several key mediating variables intervene in 
the leadership-performance relationship, no previous study has fully considered and integrated these variables. Some 
of the neglected mediating variables include vision, organizational climate, and trust between leader and followers. 
Most prior studies have been concerned with at best only one of these variables, ignoring the others and their 
potential interactions in exploring the leadership-performance relationship. Because these variables can be regarded 
as key mediators of leadership in affecting organizational performance, previous studies do not fully reveal the 
comprehensive influence of mediating variables when researching the relationship between leadership paradigms 
and performance. This paper addresses this gap.  
 
Additionally, previous studies have clearly demonstrated a relationship between individual key mediating 
variables and organizational performance. For example, Kantabutra and Avery (2004) described the relationship 
between vision and organizational performance, but did not associate the mediating variables with different 
leadership paradigms. Thus, there is a lack of research into the relationship between identified mediating variables 
linking leadership paradigms and organizational performance.  
 
In sum, despite increased research into the leadership-performance relationship, there are many problems 
and gaps in existing studies. No clear picture has emerged. There is a lack of integration concerning the relationship 
between leadership and performance, a narrow set of variables has been used in previous studies, and some 
important mediating variables affecting the leadership-performance relationship have been ignored. Therefore, 14 
research propositions have been developed throughout this paper to guide further research into addressing these 
problems.  
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